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Attorney General Peter w. Heed amlounced today that the Attorney General's
Office has completed its review of certain administrative and financial practices at St.
Paul's School. This review involved an examination of practices and information
relating to (i) compensation, (ii) go,vemance, and (iii) investment issues. An
agreement has been reached with St. Paul's School; and that agreement is set forth in
full in the attached letter agreement.

St. Paul's School, in accordance with its obligations under the New Hampshire
Charitable Trusts statutes, regularly files financial i11fortrlation with the Attorney
General' s Office. As a result of these filjngs, the Attorney General's Office requested
additional information from the School; and St. Paul's School has cooperated with the

State.

The first area reviewed by the Attorney General's Office was administrative
compensation. The School and its BoaTd have announced voluntary reductions in
compel':1sation to be taken by the Rector and Vice Rector as of July 1, 2004. These
reductions will be i11 place for two fiscal years. The Sch,ool has agreed to tie future
increases in the compensation of the Rector and Vice Rector to the percentage
i1Jcreases granted to members of the faculty as a whole, as described more .ftuly in the
attached letter agreement. In light oft11ese changes, the Attorney General's Office
has now concluded its inquiry into thjs area. The Attorney General's Office also
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reviewed the Bishop's Discretionary Fund and has agreed with the establishment of
certain internal contTols with respect to the Rector's Discretionary Fund.

With respect to the issues of governance and investments, St. Paul's has
retained independe11t experts in the areas of institutional governance and iDvestment
management to conduct a thorough review of the schoors practices in these areas.
The Attorney General's Office has likewise retained independent outside experts in
these areas to work with those experts retained by the School. The names of those
experts and the process to be followed are set forth in the attached letter agreement.
The Attorney Gencral's Office believes this process will assure that the School's
governance and investment management approaches are consistent with the "best
practices" now emerging in tlle charitable sector. The experts will make
recommendation.s at the May 2004 meeting oftbe St. Paul's board.

The Attorney General's Office has noted certa.iu inconsisteJ1cies in the filing of
the IRS FonI) 990s on an industTY-wjde basis. St. Paul.'s School has agreed to assist
its peer jnstitutions in acJ1ieving unifonn practice.

For further infonnation, p]ease contact Michael S. DeLucia, Senior Assistant
Attorney General at (603) 271-3591.
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February 1212004

Peter w. Head, Raq.
Attorney Gencra1 ,

Office of Attomey General.
DBparttnent of JUstioo .
33 Capitol Strcot.
conc~ NH 03301.6297

Re: St. Paul.'s SchQol

Dear Gen~ Hoed:

.I write to Get forth the und~lJt.a:ndings wc have reached to mark the coricli19io:n of your
office'a inquiry intoadmicistrati'(rt ~ ;anancial praotioel at St. Pau1's Sohool. ~ me at the
outset expre.as the School's appreciation for thQ profes$ional mannetWitb which you 'and ymlr
colleigues have appr()ach~d this matt~. The successful. resolution oftl;e A'ttom~yGenera1'B
concerns owos much to 1he thoroughness of your review of al] pertinent lnformation. This letter
wiUcOnfirm that the Office of Attomey Gc:ncial and St. Pa.u1's ScboQl havc IcsoNed their
disagreements in respect to leadership compensation, 1nves~ent manag~ent, and' institutional
governance, as desoribed below. ' .

As you know" $e, School consistently &e~s to 'improve its operations and procedures,
and has for several ycars c~loyed extc~al consultants who o£rertbeir expertise in each ar:e~.
St. Paul's S(:l'j.ool andtl1~ Office ofAttgrney General haveeac~ re&pectively, retained
in4ependent ex;perts to.a.ssess ~ make recommen:dations to the School's ~ovemin~ board in the
areas of(a) i.11stihltional gorer:nw:lcc. and (b) investme~t of the SP,S endowment. The e;J;perts so
retained are: .

.,
A. Gov~c..e.: (i) For S~S; Richard A11eri, Esq. (foM1er Chief of the Publi~

awities Division of the Office of Attomcy Oen~N in M~sa~huBetts); (ii) For
the Attorney Gen~ral: David O~stedt. Esq. (fonn~r Director of CharitableTrusts in Connecticut). .

9366730-2



02/13/2004 16:48 2716804 NH DOJ PAGE

ROPES & GRAY LLP

B. Investment& (i) For SPS: Profcssor Jay 0. Light (Harvard University S~hool of
Busincss Admin.is1ratioli); (ii) For the Attorney G~eral: Harold Ja.n~a.y (New

Hampshire investment advisor).

St. Paul's and the Attomey Generil havo agreed that th~above.named experts sha11 inakc
ind~e11dent assessments of and recommendafionB coDcernjna the S c.hool in the areaa 0 f
governance and inves1Inent mariagement, 88 appropriato. St. Paul's and its designated eJl;pcrts ,

sh"B11 makc: available to the Attomey General js ~xperts all materlalsthat they ma.yreasonably
requeSt in "order to make their ~sessments and recommondauonB" subject to thm agreed

adhorence tO the stipulation ot' confidentiBlity that GUrrently governs infonnation-sharing
betweCD. St. Paul' ~ and t1)e Offica of Attomey GeDeral. This Qtipula.tion is designed to safeguard" .
bUSinesB alld proprietary information in accordance with tha dictate$ of New ~arnpshire law,
The tWo ~erts in each area shalt cont"erregarding ~eir respective a$sessments and ,

reconunendJJ.tions. so that ~ goveroingboardofth~ SchoDl may have the b~B£tt oftbeir
Wights. A11 foui'CJI:pC'rts will :rn8ke'prementations to tho School"S&Oveming Board at it& May.

, 2004 m=eti~ (o~ ~. otherwise agreed) willi ~spect to "best practice.9" in thcchariti.ble non-
profit sector. The Schciol's governing boa:rd shall considcrand discuss the received asseBsments
ma recomme1:\d3tions and shall, in the plopcrly infom1ed and rea$onab\edimcretion conferred
upon it by J~w, ad~t thosQ r~commen.dations th.t the board detem1ines to be 'in the best interests
of the School. Provided, however, ill fuc event that the board dQCS not adapt /i; particular
reconttnendAtion, the board will" articu1a~ tho speoitic reuOU$ it has determined that the ,
re:c:orDl'n,~da.tion is not in the best mterQs~ ofSt~ paul's. The Office of Attorn cy General s~1
be ~vided with a 8taternen~ of'such reasona:. and d:!e School"aarees to make its 1ea~ers Sl1~or
legal~~1 avai1abl~to address any concerns the Attorney Gencra.l might have in connection
With the samc. " ,

SL Paul's shall make a copy of its audited financial statements availab1ctQ tho general
public, either on it' website or atits ~U$mes, <)flic.o, within l~O days following the end ofiu
fiiC8l'yellt. The School flirther agtee8 that if.H BUJifiess O.fficc will make bost effortS to file its
Form 990 in a ~ely manner and wi~ut thl,necesaity of s.n ext=nsion.

Aa you know. Reotor Craig p. Anderson and Vice Rector SharonD. He:nnesayhave .
previou81y announccd that they wil1, 88 part of a SMool-wide budgetary inid21ive undertaken in
connection with its Five Year Financial 'Plan. take a voltJ.ntary ten percent (100/~) reduotion in
their respective tOt0\1 compensation Cot tbc: year bogi~inB luly 1, 20.04 and ending June 30, :2005.
The Scbool has agreed that, between FY 20.04~O5 and the coDclu.9ion ofFY 200S~O6. the to1a1
compensation packages 'of the Rector and Vice Rector (inclusive ofa11 $alal:Y. taxable bcnefitsl .

deferred pa.yand retirement contributions) sha11,nl)t exceed $45f;OOO ax'id $291,000, respectively.

st. Paul)s has' agreed that. for the remainder of1heir tenure(s) M Rectora:nd Vice Rector,
, Bishop Anderson and Dr, Hem1essy shall not be granted any new, additional benofits that are natalso gran~ to the faculty as a whole on like tenns, ' ,

.' St~ng in th~ fiscal year commencing July 1, 2006j St Paul'R a.grees that any tncreases
in the salary of the Rector or Vice Rector shall be limited to. and not exceed, the same

-2.
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percentage increase. that is granted to the faculty of the Sc.hool as a wholc. Thus, iff1iculty
salaries are increased by 40/a in a given fiaoal year, then the increases in the salaries for the
Rector and Vice Rector wall not exceed 4% in that year. In ~he .unanticipated event that a merit-
based system for f'aculty salaries is adopted by the School, no increase shall 'be awarded to theRector or Vice Reotor W1.leBs (a) tho School.s governing board or a deleg~edsubcommittee ,

thereof has set 80~Qin the precedingycar, and conducted an evaluatiQn of the Rector and Vice
Rector's respective performance in meeting previously identified goals, and (b) in no cvent shall
the increase in compensa.tioti exceed the average percentaie increase aW8.rdtd. to the faculty

overa11.

As p~ of ongoing improvcments to ~c School' a .hUSinCS5 and ~ancia.l qperations, .we
have previou~ly agreed to imptetnent new i.nt~a1 CQJ)trol! regardirtg the disburs6ment offunds
from tho Rector' 9 Di$cretionary Funds,. with approval and accou;nting of a11 expenditures oarriod
out by the Bu~iness Office. The School wi11 provide it5 wrlttonstatement ofpolicics and
procedures in this roSard to ~e Attbmey General under BC~arife ~over.

During it$ inquir)'t the Oft1o~ of Attorney General has notedinconsistont iJ1clU$1ry-wide
pmtice$in the t\1ing ofIRS Form 990, the primB:ryvehiclc for providi'rtgfinanci~1 infomia'tion
about charitable entities to ,the public. Thisinconsisten~r is evident in the reporting of non-
'salary compensation of ~~tr~tive leaders at indepcndent privatc schools. Given the vita.1"ro)o of this public reporting, the SChoolhM agre$d to notify the National AssoOiation of "

Independent Sc~gQ1S (NAIS} and inform it of it5 concerns relating to the completenoss of thc
Forms 990 propax'ed by member b1stitutions. st. " pa.u1's further agrees to $uggestto NAlS o~ a

simiw trade organization that it conduct a workshop or seminar tha;t addresscs the in],portmccof
full diSclosure in the charitable ~ector. St, Paul'sfttlly Mares the Attomay Gencral's
appreclatiDn ofth~import~ ofprotec;ting charitable assets, arid adhering to fiduciary
itanQards in an financial area:sto maintain tral)spare.ncy and accou.n1a.bility.

, 'I'h= School and the Attom~y General a.grce that tJti$ letter a2re~ent is a public
doouxn~t and may b,c dis~losed mtho~t liIJ:litation. The parties otherwiscagrc~ that an ofth~
QisCussions, coiTespondenoe~ and transmitta.1s ofbusjness and proprietary dacutnents and
infonnation leading up to this agreem~nt shall be maintained ~ coDfidsnce to the fuUemt' extent
pennitted by law. In the cvent legal proc~Bs<.1f any ki:nd ia initiated agaipst either plU1y seeking
disclosure of infoIIl1atiOIl or docwnents pertaining to the agreement or ita subject matter, that
party shall promptly notify the oth~r prior to prod~cing 5i1ch infoImation or docum$nts in order
to afford it a fe35Qn~ble opportuirlty to intCJ'Venc and s~ an appmpriate protective order.
Notwithstanding the foregoing, it is agreed. that tho Office of Attorney Geriera.l may share
information s.nd/()r docwnents with peer agencies in the state or federal gav'emment; and St.
PaQl's may share info.rmation and/or docmnents ~th m:embeJ'B ofits goveniing boarQJconstituents and as otherwia~ necessary to carry out thc business affairs of the School. ,

The Office of Attomoy Oenera.l and St. Paul'$ Sohoo1 agree to exercise all du~ diligence
md utmost good ft\lith tq craft a fair and accurate presd release a:nnQuncing the conclusion ofthc

Attorney General's inquiry.

.~.
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The parties" have agreed tha~ subject to thcfulfillmentofall thc commitments describcd
in this letter~ the ipquiIY of the Office of Attorney General shill be considercd concluded. th~
parties shall meet annually between theendorthe fiscal year (June 30) and thc filing oftha.t
year's Form 990 for the purpose ofd.lscussing compliance with the teml o£this letter. Such
meeting8 shall be held until December. 2008. In the event there isa diaagrcement regarding any
aspect of the foNgoing. whiohtho patties cannot reSolve in, a reasonable amOunt of time. the
parties bavc agreed to submit sUCh di9agr~ement to a process ofmedjationc~nducted by a
mutua1l,yselecttd neutral. TheSohoo1.8 representatives remain available to meet with you
whenevor you deem it appropriate to do so.

Please cot1firm that thislet1er rep~ents an acclJt'ate: recitatioD ~fthe Ui1dwatandings
reaohed bySt~ Faul's School and the Office of Attorney Gen=-a1 by coWlter&ignina in the apace
below. ,

.
v ~ traly yo~

~~.~~~
Robert B. G9rdon ..

Counsel for St. Pliul's School

Peter w. Reod,. EBq.

AttomeyOeneral.
Offic~ofthe New Hampshire AttomeyGeneral

Dated= PebruBr.v~ 2004

9JM73D 2

14.

TOTAL P.~5


